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To  the  People  of  Illinois: 


A  new  car  represents  the  largest  con¬ 
sumer  purchase  other  than  a  home  the 
average  family  will  ever  make.  Yet 
most  consumers  have  done  little  or  no 
"homework"  and  are  unprepared  for 
some  of  the  choices  that  must  be  made 
in  purchasing  a  new  car. 

Certain  choices  --  such  as  paint  color, 
type  of  engine,  and  whether  to  have 
automatic  or  manual  transmission  -- 
can  be  made  according  to  personal 
taste.  Choosing  an  extended  service 
contract,  on  the  other  hand,  requires 
caution  and  informed  consideration. 

Part  of  the  marketing  pitch  for  these 
contracts,  which  may  be  offered  at  the 
time  a  new  car  is  purchased  or  later,  is 
that  for  the  added  cost  consumers  can 
get  protection  from  repair  bills  after 
the  manufacturer’s  new  car  warranty 
has  lapsed.  Whether  a  contract  is 
actually  worth  the  added  cost  depends 
upon  a  number  of  factors. 

I  hope  this  brochure  will  be  helpful  to 
new  car  buyers  in  evaluating  extended 
service  contract  proposals. 

Sincerely, 


WHAT  PROTECTION  WILL  I 
ACTUALLY  RECEIVE? 


The  original  new  car  warranty  may  be 

quite  extensive  in  its  coverage.  It  could 
cover  just  about  everything,  with  the 
possible  exception  of  fluids,  tires,  wiper 
blades  and  headlights. 

Extended  service  contracts,  for  which  the 
consumer  will  have  to  pay  anywhere  from 
over  $100  to  over  $1,000  dollars,  generally 
provide  less  extensive  coverage.  Some 
policies  may  effectively  limit  coverage  to 
engine,  transmission  and  drivetrain  compo¬ 
nents.  Others,  including  some  manufac¬ 
turers’  policies,  may  also  cover  such  things 
as  factory  installed  air-conditioning,  stereo 
systems  and  electric  windows. 

Before  signing  any  contract,  ask  for  a 
copy  of  the  contract  and  determine  exact¬ 
ly  what  is  covered.  Assume  that  unless  an 
item  is  specifically  named,  it  is  not  covered 

by  the  contract. 

Shop  around  and  compare  contracts.  The 
differences  in  cost  and  coverage  can  be 
substantial. 
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WHO  STANDS  BEHIND  THE 
EXTENDED  SERVICE  CONTRACT 
AND  TO  WHOM  MUST  I  TAKE  MY 
VEHICLE  FOR  REPAIRS? 

There  are  two  basic  kinds  of  extended 
service  contracts:  extended  warranties  and 
vehicle  breakdown  insurance  contracts  (also 

known  as  third  party  contracts.) 

The  most  common  form  of  extended 
warranty  is  issued  by  the  new  car  man¬ 
ufacturer  and  sold  by  the  new  car  dealer, 
either  at  the  time  of  purchase  or  soon 
thereafter.  General  Motors’  Continuous 
Protection,  Ford’s  ESP,  Chrysler’s  Added 
Coverage  and  Nissan’s  Security  Plus  are 
just  a  few  examples. 

Vehicle  breakdown  insurance  contracts  are 
just  what  the  name  implies.  These  are 
often  sold  by  banks,  motor  clubs,  credit 
unions  and  some  car  dealers  who  act  as 
brokers  for  the  third  party  issuer  of  the 
policy. 

Who  or  what  stands  behind  the  contract  or 
policy  can  be  very  important. 

In  the  case  of  the  first  type  of  extended 
service  contract,  the  extended  warranty, 
the  relative  financial  strength  of  the  man¬ 
ufacturer  stands  behind  the  promise  to 
repair.  Vehicles  generally  must  be  taken  to 
one  of  the  manufacturer’s  dealers  for 
repairs. 

Under  the  terms  of  the  second  type  of 
extended  service  contract,  vehicle  break¬ 
down  insurance,  the  owner  can  often  take 
the  vehicle  to  any  repair  shop.  Prior  au¬ 
thorization  by  the  contract  administrator  is 
generally  required  before  repairs  can  be 
attempted. 


Third  party  contracts  are  sometimes  less 
expensive  than  extended  warranties.  It's 
important  to  remember,  however,  that  third 

party  issuers  of  extended  service  contracts 

sometimes  go  out  of  business.  Accordingly, 
check  with  your  Better  Business  Bureau  or 
the  Department  of  Insurance  to  determine 
the  company’s  track  record. 

WHAT  IS  THE  TERM  OF  COVERAGE 
OFFERED  BY  THE  AGREEMENT? 

At  one  time,  the  term  for  a  new  car  war¬ 
ranty  was  typically  12  months/ 12,000  miles. 

In  their  battle  to  maintain  or  increase  new 
car  sales,  manufacturers  have  increased 
new  car  warranty  terms  to  as  much  as  7 
year/70,000  miles  on  certain  components. 

What  is  generally  not  apparent  to  the  new 
car  buyer,  at  least  initially,  is  that  extended 
service  contracts  go  into  effect  the  very  day 

the  vehicle  is  purchased.  The  life  of  the 
contract  overlaps  the  original  new  car 
warranty.  For  this  reason,  some  critics 
maintain  that  extended  service  contracts 
add  little  protection  during  the  first  year 
or  two  of  vehicle  ownership  and  that  the 
benefit  to  the  consumer  may  be  less  than 
the  time  and  mileage  indicated.  At  the 
same  time,  some  companies  claim  their 
contracts  offer  better  or  longer  coverage 
than  the  new  car  warranty. 

At  any  rate,  consumers  should  consider 
whether  an  extended  service  contract  is 
cost  effective  in  light  of  the  longer  term 
warranties  manufacturers  are  now  issuing 
with  new  models. 

Some  extended  service  contracts  are  trans¬ 
ferable,  either  throughout  the  life  of  the 
agreement  or  during  a  specified  period  of 
time.  Obviously,  being  able  to  transfer  an 
extended  service  contract  could  be  a  real 
plus  at  resale  time. 
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WHAT  ARE  MY  RLSFUINSimLI  I  ILb 
UNDER  THE  TERMS  OF  THE 
EXTENDED  SERVICE  CONTRACT? 

The  companies  which  issue  the  contracts 
generally  require  owners  to  follow  the 
manufacturers’  maintenance  schedule.  A 
common  exclusion  in  contracts  is  mechani¬ 
cal  failure  caused  by  owners’  abuse  or 
failure  to  maintain  the  vehicle.  It  would 
be  best  to  keep  a  maintenance  record 
validated  by  the  servicing  dealer,  as  well  as 
receipts  for  materials  used  by  the  "back¬ 
yard  mechanic". 

Practically  all  contracts  have  deductibles, 
similar  to  those  under  car  insurance  poli¬ 
cies.  Ask  for  the  amount  of  the  deduct¬ 
ible,  whether  it  is  paid  for  each  visit  or  for 
each  repair,  and  whether  it  applies  to  both 
parts  and  labor  charges. 

In  any  case,  it  is  wise  to  ask  a  lot  of  ques¬ 
tions  and  to  review  a  copy  of  the  contract 
before  signing  anything.  And  remember: 
oral  statements  and  promises  won’t  do 
much  good.  Get  everything  in  writing. 
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